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FDIC

Federal Deposit Insurance Corporation Office of Audits
Washington, D.C. 20434 Office of Inspector General

DATE: November 14, 2000

TO: Arleas Upton Keag, Director
Divison of Adminidration

Carol M. Heindel, Deputy Director
Divison of Information Resources Management

FROM: Sharon M. Smith [Electronicaly produced verson; originad sgned by Sharon M. Smith]
Assgtant Inspector General

SUBJECT: Audit of the QSS Group’ s Billings to the FDIC for Information Technology Services
(Audit Report No. 00-048)

This report presents the results of an audit of the QSS Group's (QSS) hillings to the Federal Deposit
Insurance Corporation (FDIC) for various types of information technology services. The audit
addressed whether QSS s hillings to the FDIC were alowable under the contract terms and adequately
supported. We performed this audit as part of the Office of Inspector Generd’ s (OIG) 1999 Annual
Audit Plan.

BACKGROUND

Information technology contractors participate extensively in the services provided by the FDIC's
Divison of Information Resources Management (DIRM). During 1997 and 1998, the FDIC awarded
nine contracts to QSS to provide information services with estimated fees totaling $25.3 million.
Through November 1999, QSS had billed $21.5 million on those nine contracts. In March 2000, the
FDIC awarded another $16 million contract to QSS; however, we did not review any of theinvoices
from that contract because of its recent award date.

For seven of the nine contracts, the FDIC sdected QSS from the Genera Services Adminigtration's
(GSA) Multiple Award Schedule (MAYS). Under its MAS program, the GSA prescreens and sdlects
contractors and establishes hourly rates for various labor categories based on employees experience
and/or education. The FDIC's Acquisition Policy Manual states that the Corporation selects
contractors from the GSA schedule because it streamlines the contracting process and reduces lead
times and adminigirative costs. Contracts that the FDIC awards under the GSA schedule are often
caled delivery orders or task orders. The FDIC awarded the two remaining QSS contracts under
norma FDIC contracting procedures.



Table 1 shows the contract number, services, period of performance, not-to-exceed amount, amounts
billed, and type for each of the nine contracts. Asof October 1999, QSS had billed the FDIC about
89 percent of the total not-to-exceed amount on these contracts.

Table 1. FDIC Contracts Awarded to QSS During 1997 and 1998

Contract Contract
Not-to- Amount
Contract Contract| Contract Exceed Billed As of
Number Contract Services Type Period Amount October
1999
9700077CAF |Computer operations and tape FDIC |03/01/97to| $ 1,934,784| $ 1,467,820
library support 02/28/00
9700078CAF |Production control support FDIC | 03/01/97 to 2,601,754 1,574,762
02/28/00
9700929NS2 | Network migration services GSA | 07/24/97 to 1,898,771 1,898,753
07/23/98
9700800PJT |Loca area network administration| GSA | 07/29/97 to 11,991,523 10,967,527
support 01/28/00
9800058NLH |Enterprise applications GSA | 01/29/98 to 1,566,370 1,566,343
devel opment support 12/31/98
9800309HCP | Library timesharing support GSA | 03/04/98 to 99,573 92,849
services 06/30/99
9800292CJT [NT domain maintenance and GSA | 03/19/98 to 1,458,500 1,458,446
support 05/31/99
9800325CJ8 |Microsoft back-office GSA | 03/19/98 to 1,345,725 1,345,704
maintenance and support services 05/31/99
9801148NRM | Client desktop support GSA | 0/0V99to 1,805,000 1,534,770
12/31/99
Totals $24,702,000 [$21,906,974

Source: OIG analysis of contract files and billing datafor the FDIC’ s contracts with QSS.

OBJECTIVE, SCOPE, AND METHODOLOGY

The objective of our audit was to determine whether QSS s billings were in accordance with contract
terms and adequately supported. Our audit scope covered the $21.9 million that QSS billed the FDIC
as of October 1999 for information technology services under nine contracts.

To accomplish the objective, we reviewed the contract and oversght files maintained by the FDIC and
QSS. We assesd hilling error risks by analyzing various contracts to determine whether the billings
varied sgnificantly from the estimated level of effort. We concentrated our work on the contracts with
the largest variationsin actud leve of effort compared to estimates. Accordingly, we limited our review
of time sheets and other supporting documentation for two contracts—9700077CAF and

9700078CA F—bhecause the fees billed did not deviate significantly from the estimated level of effort.

In addition, the oversght manager’ sfiles for those two contracts indicated that the oversght manager



performed extensive monitoring of the billings. We aso limited our review of support for QSS s hillings
on 9800309HCP because the total fees billed were less than $100,000.

To determine whether contractor personnel met the minimum experience and education qualifications
required by the GSA’s MAS contract and the FDIC' s ddlivery orders awarded under that contract, we
reviewed ajudgmental sample of personnd from most of the labor categories. Theinitid sample
indicated that many of the sampled personnd did not meat minimum qualification requirementsin the
LAN andys 111 and consultant categories. Accordingly, we expanded our review to cover personnel
billed in those two labor categories. In totd, we reviewed qudifications for 94 QSS employee and
subcontractor personnel in various labor categories, of which 83 wereinthe LAN andys 111 and
consultant categories. We reviewed QSS s personne files for resumes and gpplications submitted by
employees. We aso reviewed QSS s interview assessment and sdary review forms that were included
in employees personnd files to determine whether QSS officids rated employees as qudified for the
labor categories billed to the FDIC. In addition, we reviewed resumes that QSS provided for its
subcontractor personnd. Finaly, we reviewed one employee' s performance appraisa because his
duties gppeared to be adminigtrative and not billable to the FDIC contracts.

We compared the actual number of hours billed to the budgeted hours for each |abor category. We
then quantified excess |abor cogts billed in higher [abor categories by comparing the actua hours and
labor rates that QSS hilled with the budgeted hours and labor rates.

We reviewed the movement of QSS personnel between different FDIC contracts to determine whether
labor charges were billed to the appropriate contract. We aso compared the names of the FDIC
officids who were authorized to gpprove overtime on each of the contracts to the FDIC officid that
signed overtime approva forms to determine which contract the personne were actudly working on.
The OIG dso reviewed time sheet edit reports that QSS provided to ensure that QSS personnd were
not charging the FDIC for work performed on non-FDIC contracts.

We reviewed QSS stechnica proposals and the FDIC contracts to determine whether subcontractors
were allowed, and what information was required to be disclosed to the FDIC regarding
subcontractors. We aso reviewed documentation related to the FDIC' s gpprova of subcontractors
and their rates. In addition, we determined the amount of subcontractor markups and determined
whether the markups were alowable under the applicable contracts.

For two of the contracts—9700929NS2 and 9700800PJT—where QSS hilled for cellular phones and
pagers, we compared the number of phones and pagers billed to the number of personnel charging time
to those contracts.

On the two non-GSA schedule contracts that the FDIC awarded, QSS warranted that its contract rates
did not exceed the ratesiit currently charged to any other customer for amilar servicesin like or smaller
quantities. QSS aso certified to the GSA that the prices proposed on its MAS contract were current,
accurate, complete, and equd to or better than the rates given to any class of customer. To determine
whether QSS complied with its price warranty clause, we reviewed the documentation that QSS
provided to the GSA to obtain its MAS contract because it contained details on hourly [abor rates on all
of QSSs contracts. Initialy, we compared the rates and labor categories on the price list that QSS
provided to the GSA to determine whether the data was current, accurate, and complete with regard to
FDIC contracts shown on the pricelist. We reviewed the GSA’s contract files, including the price
negotiation memorandum, to determine what datathe GSA relied on to negotiate the labor ratesin



QSS s MAS contract. We then compared that data to the labor rates on the contracts that the FDIC
awarded directly to QSS.

We did not evauate QSS's system of internal controls because the OIG concluded that it could meet
the audit objective more efficiently by conducting substantive tests rather than placing reliance on the
interna control system. The OIG conducted the audit from May 1999 through June 2000 in
accordance with generally accepted government auditing standards.

RESULTSOF AUDIT
We questioned $2,305,507 of $21,906,974 in QSS sinvoices that we reviewed because the hillings

were either not in accordance with the terms of the contract or not adequately supported. Table 2
summarizes QSS s hillings under the nine contracts and the amounts that the OIG questioned.

Table 2. QSSBillingsand OIG Questioned Costs

Description Billed Questioned
Labor charges $21,595,200 $2,230,433
Other direct costs 311,774 75,074
Totals $21,906,974 $2,305,507

Source: OIG analysis of the FDIC's contracts with QSS and QSS' s invoices and supporting documentation.
We questioned $2,230,433 in labor charges because QSS billed
- personne at higher [abor rates than judtified by their qudifications,

- |abor to contracts with available funds that was allocable to other contracts that had reached
their funding caps,

- subcontractor markups without obtaining the FDIC' s gpprova of the subcontractors or their
rates, and

- undlowable adminigrative |abor charges.

We adso questioned $75,074 that QSS billed for cellular telephones and pagers because the FDIC did
not authorize the charges and the charges were unreasonable in amount. Appendix | shows the total
questioned costs by category for each contract. We dso identified other matters concerning QSS's use
of different [abor mixes from those that were proposed, QSS s best customer rate certification made to
the GSA, the physical presence of QSS personnel, and the validity of QSS s off-gite labor rates.

Based on our audit, the OIG recommends that the Director, Divison of Administration, disalow
$2,305,507 of fees previoudy paid to QSS under the nine contracts covered by this audit and take
specific actions to improve contract administration and monitoring.



UNALLOWABLE LABOR CHARGES

We questioned $2,230,433 of the $21,595,200 in labor charges that QSS billed the FDIC. Table 3
summarizes the questioned labor costs by issue.

Table 3: Summary of Questioned L abor Charges

Description Amount Questioned
Employee qudifications did not justify rates billed $1,898,778
I nappropriate reclassfication of labor costs between contracts 213,832
Undlowable adminigrative labor charges 87,693
Subcontractor markups not approved 30,130
Total $2,230,433

Source: OIG analysisof the FDIC' s contracts with QSS and QSS' sinvoices and supporting documentation.

Employee Qualifications Did Not Justify Rates Billed

Both the FDIC' s delivery orders and GSA’s MAS contract under which the FDIC awarded them
included minimum education and experience requirements for each labor category. Because the
FDIC sand GSA'’ s education and/or experience requirements differed for some of the labor categories,
we compared employee qudifications to both the FDIC' s and GSA’ s requirements. We identified

42 QSS employees and subcontractor personnel that did not meet the FDIC's minimum qudification
requirements for their [abor categories, which resulted in $1,898,778 in excess labor billings. Wedso
identified 40 QSS employees and subcontractor personnel that did not meet the GSA’s minimum
qualifications, which resulted in $2,005,232 in excess labor charges. Many of the same employees
were in both groups. However, QSS employees sometimes met the FDIC but not the GSA
requirements and vice versa. Because the FDIC changed the GSA’ s education and experience
requirements, we are only questioning the $1,898,778 in excess |abor billings based on the FDIC's
requirements.




The GSA’s contract established specific minimum education and experience requirements and hourly
labor rates for various labor categories. For the FDIC's seven delivery orders awarded under the
GSA's contract, the FDIC included minimum education and experience requirements that differed from
the GSA’srequirements. The FDIC' s requirements sometimes lowered the GSA’s minimum
requirements or alowed QSS to subgtitute additional work experience or an unspecified "certification”
instead of minimum education requirements. For example, the FDIC revised the qudifications to alow
a"cetification” instead of an undergraduate degree in engineering or arelated field. However, we
identified 37 QSS employees and subcontractor personnel that did not meet either the FDIC' s or
GSA’s requirements.

It is questionable whether the FDIC had the authority to dter the GSA’ s requirements for delivery
ordersthat it placed under the GSA’s MAS contract. Nonetheless, we limited our questioned costs to
labor charges for individuals that did not meet the FDIC' s requirements. Examples of individuas that
did not meet the FDIC's minimum requirements follow:

- QSS hilled a subcontractor employee as asenior IT (information technology) consultant
dthough the individua had only 3 years and 5 months of systems-speciadist and
network-administration experience and did not have an undergraduate degree. The employee's
remaining experience was in graphic desgn. The FDIC' srequirements for asenior IT
consultant was an undergraduate degree, or equivaent experience, and aminimum of 8 years of
experience in IT architecture and management. The subcontractor employee was qudified to
beaLAN andyst Il and QSS should have billed the employee at an hourly rate ranging from
$33 to $36 per hour. Instead, QSS hilled that individud at rates ranging from $89 to $102 per
hour. During the 18-month period from August 1997 through January 1999, QSS billed the
FDIC $266,896 for that individud’s services. The proper amount based on the individud’s
qudlifications should have been $100,846 for that period. Accordingly, we questioned the
difference of $166,050.

- QSShilled one employee asa LAN andy<t |11 who had completed 2 years of college and
1 year of network-related experience and was a Microsoft-certified product specidist in
Windows NT administration.” The remainder of that employee’swork experience was driving
addivery truck for 15 years. The FDIC' srequirementsfor aLAN anadyst |11 were 6 to
8 years experience and an engineering or related degree or a certification or equivaent
experience. Using the $29.60 to $31.10 rate, which matched that individud’s qudifications,
QSS should have billed $125,686 instead of the $215,444 thet it billed a the LAN andy<t 11
rate. Accordingly, we questioned the difference of $89,758.

We a0 identified instances where the QSS project manager promoted and billed individuas at the next
higher Iabor category when they obtained a new certification. However, the project manager did not
aways consder experience requirements—in addition to the education and/or certification
requirements—that would have prevented the individuas from quadifying for the higher labor category
billed.

The FDIC has noted ingtances in other contracts where contractor personnel did not meet minimum

The Microsoft-certified product specialistin Windows NT administration is one of the six certifications that are
required to become a Microsoft-certified systems engineer.



qudification requirements. In an e-mail to FDIC contract oversight officids, the Unit Chief, Acquisition
Services, stressed the importance of ensuring that contractor personne meet minimum qudification
requirements as follows:

Going forward, on this and other contracts | want to issue aword of caution. BE
CAREFUL!!l' When reviewing resumes, the OM/TM [oversight
manager/technical monitor] cannot arbitrarily subgtitute experience for other
mandatory requirements. The candidate for the [abor category for which they are
being considered mugt fully meet ALL the requirements of that category.

Sdary review formsin QSS's personne files contained summaries of employees education and
experience as well as the education and experience required for those employees’ |abor categories.
Forms contained in the personnd files of 20 of the 42 employeesthat QSS billed in the wrong labor
category indicated that those employees were not qudified for the labor category for which QSS billed
them. For example, asdary review form for a QSS employee billed as a network analyst 111 indicated
that the employee had a bachelor of science degree plus 2 years of experience and was pursuing a
Microsoft-certified systems engineer certification. However, the contract required a bachelor of science
degree or a cetification plus 6 to 8 years of experience. QSS hilled that employeeasaLAN

andyd |11 despite the sdlary review form showing that the employee did not qualify for that [abor
category. QSS billed another employee asaLAN andyst 111 dthough an interview assessment form
showed that the employee had only 2 plus years of experience.

Inappropriate Reclassfication of Labor Costs Among Contracts

QSS often reclassified labor costs among its FDIC contracts. Severd of those reclassifications were
made when QSS shifted the [abor charges for employees working on contracts that were running low
on available funds to other contracts with available funds. We questioned $213,832 of contract
reclassifications because the charges were not alocable to the contracts billed. Table 4 shows the
amount of reclassifications questioned by contract.

Table 4: Questioned Labor Cost Reclassifications by Contract

Contract Questioned Costs
9700929NS2 $ 96,115
9700800PJT 126,265
9800058NLH (69,352)
9800292CJT 43,979
9800325CJ38 16,825

Total $213,832

Source: OIG analysis of the FDIC's contracts with QSS and QSS' s invoices and supporting documentation.

We identified the reclassifications from employee and subcontractor time sheets on which QSS atered
the contract number billed. The dtered time sheets contained lines drawn through the origind charge



codes and new charge codes entered on the time sheets. Contrary to QSS's policies, its employees did
not initid the changes or provide an explanation for the dterations. QSS s policies stated thet its
employees must complete time sheets in blue or black ink and make any corrections to the time sheet in
ink. QSS s policies dso required the employee making the corrections and the employee' simmediate
supervisor to initid the corrections. The ingtructions further required employees to draw aline through
the incorrect information and provide a brief explanation on the time sheet for dl corrections. QSS's
policies dso sated that the signed gpprova of atime sheet certified the completeness, vdidity, and
accuracy of the record and authorized the accounting department to issue employee wage
disbursements and customer invoices.

In addition to its time sheet procedures, QSS aso had procedures regarding task assgnments. All
employees were to have written authorization from QSS managers to perform work on a contract.
QSS was to keep the task authorizations with the employees time sheets and have them readily
available for verification. Employees were responsible for notifying their project managers when their
task assgnments changed. However, QSS did not consistently change task assignment forms when it
shifted labor charges among contracts.

QSS made severd dgnificant labor charge reclassfications from contracts that were nearly out of
funding to contracts with ample funds remaining. For example, in August 1997, QSS reclassified labor
charges totaling $185,380 from its subcontract with Pulsar to two of its contracts with the FDIC—
contracts 9700800PJT and 9700929NS2. The $171,713 that QSS charged to the two FDIC
contracts was less than the $185,380 that QSS would have charged using the Pulsar subcontract rates.

However, QSS had exhausted al but $553 of the funding on the Pulsar subcontract. In addition, in
August 1997, QSS reclassified charges of $20,924 from its ANSTEC subcontract to its contract
9700929NS2 with the FDIC and hilled $23,307 under the latter contract for the reclassfied personndl.

Not only were the charges higher on the FDIC contract, but the charges aso included $4,800 for a
QSS project manager who was working on a Nationa Aeronautics and Space Administration contract
for thefirgt 2 weeks of August 1997. Some of the reclassfied charges were dso for the first 2 weeks
of August 1997. QSSfilesindicated that QSS did not assign personne to contract 9700800PJT until
August 16, 1997.

Another example of shifting personnd from a contract that was running out of funding to contracts with
available funds occurred in March 1998. QSS had billed 79 percent of itsinitid year funding on the
9700800PJT contract by the end of February 1998—7 months or 58 percent of the 12-month contract
period that the funds were budgeted to cover. In March 1998, QSS reclassified 32 employee and
subcontractor labor charges totaing $106,013 from contract 9700800PJT to three other FDIC
contracts—contracts 9800058NLH, 9800292CJT, and 9800325CJ8. However, QSS charged those
contracts $109,788 for the reclassified labor. In August 1998, when contract 9700800PJT received its
optiona second year funding, QSS moved back 26 of the personnd that it previoudy shifted to other
contracts.

In addition, FDIC personnd who were not authorized to gpprove overtime on those three contracts
sgned 25 overtime approva forms for the personnel charged to the three contracts during the May
1998 through July 1998 time frame. The FDIC authorized the personne who signed those overtime
gpprova forms to approve overtime on contract 9700800PJT only. In addition, severd personnel that
the FDIC did not authorized to approve overtime on any of the invoiced contracts signed overtime
approva forms. Personnel that the FDIC authorized to approve overtime on the two contracts that



picked up the reclassified personnd did not sign any of the overtime approva forms for the reclassified
personnel for the May 1998 through July 1998 time frame.

Unallowable Adminigtrative Labor Charges

QSShilled the FDIC $87,693 in labor charges for one employee who performed adminigrative
functions for QSS. We question the entire $87,693 because QSS was not dlowed to bill general and
adminigtrative expenses to the FDIC contract. The contract stated:

For satisfactory performance of the work required hereunder, the FDIC shall
compensate the Contractor at the hourly rates specified in the Exhibit 1 Price
Schedule for the base period for actua productive hours worked exclusive of
travel time, vacation, holiday, sck leave and other absences. These ratesinclude
any and al wages, overhead, general and administrative expenses and profit or
fee.

Accordingly, QSS should not have billed the FDIC any generd and adminigrative expenses. The
employee provided the following description of his responghilities and accomplishmentsin his
performance appraisal covering July 1997 through July 1998:

| assst the project manager with any needs he may have to be filled.
Responsibilitiesinclude: coordination of dl travel arrangements for QSS
employees a FDIC, production, retrieval, and examination of dl employee
timesheets on the FDIC contracts, cell phone and pager services for dl such
employees. | dso handle dl expense reports from these employees. Corporate
responsihilitiesinclude cregting and managing the bi-monthly business
development report, daily review of the Commerce Business Daily and Federa
Sources web sites to locate potential procurement opportunities, and assigting the
Vice President of business development with other marketing/business

devel opment needs.

| have brought to a close al outstanding travel expense reports, and created a
tracking system to monitor al travel and subsequent reports. | have taken amore
active role in the business devel opment department, creating the report used to
track potential procurements, and daily monitoring of the CBD to locate potentia
business opportunities. | am dso the adminigtrator for the Federal Sources and
Win Award business development databases.

The employee’ s manager confirmed those duties as follows:

Mr. [redacted] has performed a variety of functions in support of the FDIC LAN
contract. He has provided for the proper accounting and tracking of cell
telephones and pagers and dl time sheets and travel requests. He provides high
qudity support to the employees who need fast responses to travel requests. He
has provided additiona assstance in support of proposas at the FDIC and also
in support of Business Development efforts at FDIC.



All of the duties described in the employee' s performance appraisa are adminidtretive in nature—
primarily related to billings to the FDIC—and are not part of the work required in the contract’ s scope
of services. Accordingly, the employee s labor costs were unalowable generd and administrative
costs, which we questioned.

Subcontractor Markups Not Approved

Six of the seven ddivery orders that the FDIC awarded under the GSA’s MAS contract required QSS
to disclose any subcontractors it planned to use, the subcontractor’ s rates, and the percentage used to
mark up subcontractor invoices. For the seventh delivery order, QSS only had to disclose the
subcontractor's name and the percentage of the work that the subcontractor was to perform. On the
technical proposals for four of those seven ddlivery orders, QSS reported to the FDIC that it did not
intend to use any subcontractors to perform the work, yet QSS did use subcontractors. Because the
FDIC received services from the subcontractors and QSS incurred direct subcontractor costs, we only
questioned $30,130 of unauthorized markups on those subcontracts.

An April 1998 e-mail to an FDIC oversight manager stated that QSS planned to use subcontractors on
two of its FDIC contracts—9800292CJT and 9800325CJ8. However, QSS did not disclose the
subcontractor rates or markup percentage as required, and the oversight manager did not reply to the
e-mail. Accordingly, QSS did not obtain required gpprovas on any of the four contracts where it used
subcontractors. We identified atota of $148,255 in unauthorized subcontractor markups that QSS
billed to the FDIC. The markup percentages ranged from 2 percent to 33 percent. Because QSS has
severd contracts with other federal agencies where the payments are on a cost reimbursable bas's, QSS
was required to submit its actua incurred cog, including indirect rates, to the Defense Contract Audit
Agency (DCAA). Initsincurred cost submisson to the DCAA, QSS reported that its actual
subcontract administration rate was 1.29 percent and 2.31 percent for fiscal years 1997 and 1998,
respectively. Accordingly, areasonable markup percentage would have been close to those

percentages.

Although we identified $148,255 of unauthorized subcontractor markups that QSS billed to the FDIC,
we only questioned $30,130. We eiminated some of the markups when we recomputed alowable
costs based on subcontractor employee qudifications. We only questioned the subcontractor markups
that were greater than the recomputed labor category rate.
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OTHER UNALLOWABLE COSTS

QSS hilled the FDIC $25,848 and $49,226 for unauthorized cdlular telephones and pagers on
contracts 9700929NS2 and 9700800PJT, respectively. We questioned the entire amount billed—
$75,074.

The contracts provided that QSS could be reimbursed for other direct costs if the FDIC contracting
officer approved those costs in advance, in writing. However, neither QSS nor the FDIC provided
support showing that the FDIC authorized cellular telephone and pager charges. Although contract
9700929NS2 contained a $50,000 alowance for other direct cogts, the contracting officer was Hill
required to approve expenditures in advance, in writing. QSS provided documentation that FDIC
oversight managers authorized seven text pagers. However, only contracting officers had authority to
approve such expenditures.

In addition to the FDIC not authorizing the cdlular telephone and pager charges as required, the
amounts that QSS billed were sometimes unreasonable. For example, at the beginning of contract
9700929NS2, QSS billed about $3,000 per month for 25 cellular telephones and 51 pagers. At that
time, QSS billed the FDIC for about 55 people. 1n June 1998, near the end of the contract, QSS billed
the FDIC for only two people but continued to bill for about 25 cdlular telephones and about

38 pagers.

OTHER MATTERS

We identified other issues that did not result in questioned costs, but warrant actions by the FDIC.
Those issues include QSS s best customer rate certification to the GSA, proposed versus actua labor
mix, and off-gte labor rates and the FDIC’ s monitoring of QSS employees working in FDIC facilities.

Best Customer Rate Certification

As part of qualifying asa MAS contractor, QSS certified to the GSA that its proposed |abor rates were
equd to or better than the rates given to any class of cussomer. However, QSS did not disclose
accurate and complete information to the GSA, which inflated the rates that QSS negotiated with the
GSA. Inturn, those higher rates affected the rates that the FDIC negotiated with QSS for its delivery
orders awarded under the GSA’s MAS contract. We identified $2,305,660 in potential cost
recoveries based on contracts where QSS did not disclose labor rates to the GSA that were lower than
labor rates in the contracts that QSS submitted to the GSA.

Inan April 24, 1997, letter to the GSA, QSS stated:
Asafollow-up to our previous listing of contracts to support our request for
GSA rates, the four contracts listed below were excluded from our GSA

schedule in that the |abor categories on these contracts are not included in the
labor categories being requested through GSA.

11



Initsletter, QSS only listed the contract title and customer name and stated whether QSS was a prime
contractor or subcontractor. QSS did not disclose to the GSA the labor categories or |abor rates for
the excluded contracts. Two of the contracts that QSS excluded were its subcontract with ANSTEC
for work on the FDIC' s network administration and its contract 9700078CAF with the FDIC for
production support services. Five of the labor categoriesin those two excluded contracts were
comparable to labor categoriesin QSS s MAS contract with the GSA. QSS s disclosure to the GSA
of the rates in those contracts should have resulted in lower negotiated rates for some labor categories.
Accordingly, the rates that QSS proposed to the GSA were not equal to or better than the rates given
to any class of QSS's customers, as certified. Table 5 shows the lowest rates that QSS disclosed to
the GSA, negotiated rates on its GSA contract, and lowest rate charged for each of the five categories
that QSS excluded fromits price list submitted to the GSA.

Table5: QSS'sLabor Rates—Other Contracts Versusthe GSA’s MAS Contract

QSS'sLowest | QSS'sNegotiated| QSSsLowest
Rate Disclosed to | Rate on the GSA Rate Not
Labor Category the GSA Contract Disclosed to the
GSA
Network andyst | $36.00 $34.20 $21.05
Network anayst 11 42.90 40.76 26.91
Network anayst 111 55.39 52.62 47.85
Microcomputer specidist 30.41 28.89 21.78
Project manager 11 67.43 64.06 39.38

Source: OIG analysisof QSS's contract data submitted to the GSA and billings submitted to the FDIC.

QSS improperly excluded its ANSTEC subcontract for network administration and technica support
sarvices fromits price ligt that formed abasis for its negotiations on the GSA’s MAS contract. The
labor category titles on the ANSTEC subcontract were different from the titles on the GSA’s MAS
contract. Despite thetitle differences, in itstechnica proposd for the solicitation for contract
9700800PJT, QSS emphasized that it would use the incumbent work force from the ANSTEC
subcontract. QSS s technica proposa stated:

... QSS and our subcontractor, ANSTEC, are currently performing the work
gpecified in this procurement, and we can Staff to the 100% levd for this
requirement using that incumbent workforce.

In fact, QSS used 25 of the same personnd on the ANSTEC job and subsequent contracts awarded
under its MAS contract. The job categories and hourly rates for the personnd that remained in place
were the same on the ANSTEC subcontract and the subsequent delivery orders that the FDIC
awarded to QSS under the GSA’s MAS contract. Therefore, QSS should have disclosed to the GSA
the rates on the ANSTEC subcontract for smilar labor categories. Disclosure of those rates should
have affected the rates that the GSA negotiated in that they were lower than the rates the GSA
negotiated as“equal to or better than the rates given to any class of customer.” The best rate that QSS
charged should have been no more than $21.05 for network andyst |; $26.91 for network analyst I1;
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$47.85 for network andyst 111 (LAN andyst 1, [1, and I11, respectively, on the FDIC contract); and
$21.78 for microcomputer specidist (microsupport specidist on the FDIC contract). Although the
labor category titles were not the same between QSS' s ANSTEC subcontract and its contract
9700800PJT with the FDIC, many of the personnel were the same.

Like the ANSTEC subcontract, QSS improperly excluded its contract 9700078CAF with the FDIC
from its price list used to negotiate rates on its GSA contract. On contract 9700078CAF, QSS hilled
labor cogts for a project manager. Likewise, QSS's MAS contract with the GSA had a project
manager labor category. QSS billed two of its personnel as project managers on its FDIC contract
9700078CAF and its FDIC delivery orders 9700800PJT and 9700929NS2 awarded under the
GSA’sMAS contract. The job category and labor rates for those two personnel were the same when
QSS billed them on its FDIC contract and FDIC ddivery orders awarded under the GSA’s MAS
contract. Accordingly, QSS should have included the rates in its 9700078CAF contract with the FDIC
onitspricelist submitted for the GSA’s MAS contract. The lowest hourly rate that QSS charged for
the project manager position on its FDIC contract was $39.38 versus its negotiated hourly rate of
$64.06 under the GSA’'s MAS contract.

If QSS had properly disclosed the rates on its ANSTEC subcontract and its contract 9700078CAF
with the FDIC, the rates negotiated under its GSA MAS contract should have been significantly lower
for five labor categories. We identified potential cost recoveries of $2,305,660 based on the maximum
rates that the GSA should have negotiated if QSS had made an accurate and complete disclosure to the
GSA. The OIG reported the best customer rate issue to the GSA’s OIG and contracts office. The
FDIC should recover any costs that the GSA determines to be excessve based onitsandysisof QSS's
inaccurate and/or incomplete labor rate disclosures.

QSS s Proposed Versus Actual Labor Mix

QSS billed more hours at higher rate labor categories and fewer hours at lower rate labor categories
than specified in its contract proposals. For example, on contracts 9700929NS2, 9700800PJT, and
9800058NLH, QSS hilled 5,920 more hours than budgeted for the senior IT consultant categories a
rates of $101 to $102 per hour. On the same contracts, QSS billed 5,317 less hours than budgeted for
the project manager category at hourly rates of $59 to $60. Furthermore, QSS proposed the same
project manager as afull-time manager on six different contracts, some of which ran concurrently. In
some of its technica proposas, QSS stated that senior I T consultants would fill in for the project
manager when needed. However, the project manager rate was as much as $42 per hour less than the
senior IT consultant rate.
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In addition, on contract 9700800PJT, QSS hilled 20,310 hours less than budgeted for LAN andyst |
and microsupport speciaist categories with rates of $22 to $30 per hour. However, QSS billed
35,887 hours more than budgeted for the LAN analyst || category at arate of $37 per hour. We
computed excessive billings of $403,701 based on QSS billing more hours than budgeted at the higher
senior I T consultant rate and LAN analyst |1 rates. However, we did not question those costs because
they duplicated costs questioned where senior IT consultants and LAN andyst |1 personnel did not
meet minimum qualification requirements and were lowered to other categories.

Off-Site Labor Rates

For the FDIC s delivery order 9801148NRM awarded under the GSA’s MAS contract, QSS
included off-gite labor ratesin its cost proposd to the FDIC. However, the GSA did not approve
off-gteratesin its MAS contract with QSS.  Furthermore, in some instances the off-gite rates that the
FDIC negotiated with QSS were higher than the maximum rate allowed in QSS s MAS contract with
the GSA. Table 6 showsthe off-gte rates that exceeded the maximum rates allowable under the GSA
contract.

Table 6: Off-Site Rates That Exceeded the GSA’'s MAS Contract Maximum Rates

GSA Contract’ sMaximum | Off-Site Rate Per Contract
Labor Category Hourly Rate 98001148NRM
Project manager $66.30 $66.58
LAN andys 111 54.46 57.15
Programmer andyst 51.13 54.40

Source: OIG analysis of QSS' s MAS contract with the GSA and contract 9801148NRM with the FDIC.

Rates negotiated for the FDIC' s delivery order 9801148NRM stated that QSS would perform the
work with 6 on-site contractor personnel and 11 off-site contractor personnel at the contractor’s
fecilities. The rates negotiated for the off-gite personnel were higher than the rates for the on-site
personnel. However, QSS s MAS contract with the GSA specified maximum hourly rates that it could
charge for each labor category. We did not question any costs because QSS s did not bill any off-site
rates through October 1999. However, the FDIC should ensure that QSS s future billings against
FDIC ddlivery orders awvarded under the GSA’s MAS contract do not exceed the maximum |abor
rates contained in the GSA’s MAS contract.

Monitoring of Employeesin FDIC Facilities

We identified instances where QSS billed for employees or subcontractors on days when available
records indicated the employees were not present. Accordingly, the FDIC may be paying for services
that it isnot recelving. The FDIC could benefit from increased monitoring of personnd that QSS hillsto

its contracts.
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QSS was required to provide weekly status reports to the FDIC, which listed the names of personnel
working on the contract and the number of hours that each person worked. We noted that 9 out of
48 people that QSS hilled to contract 9700800PJT during the period June 27, 1999, through July 31,
1999, were not listed in the weekly status reports for July 1999. In addition, one subcontractor that
QSS hilled to the FDIC for the week ended May 28, 1999, was not included in the weekly status
report for that period.

We traced a sample of days that the 10 people were hilled to the contract to the FDIC' sfacilities
entrance records created by the use of security badges. We obtained security badge transaction
reports from March 1999 through July 1999 and identified discrepancies on 6 of the 10 individuds
sampled. The transaction records did not indicate that the six individuas entered the FDIC' sfacilities
for 45 of 366 instances where QSS hilled hours for those individuas. The labor charges billed for those
45 ingtances totaled $17,688. We did not question any costs pertaining to those discrepancies because
we recognize that even though a person enters a facility that person may not appear in security system
records due to some Stuations. For example, saff could enter the Virginia Square facilities through the
hotel parking lot eevator without scanning their access cards. In addition, the FDIC's security system
may be out of order from time to time. However, we identified sufficient discrepancies to suggest that
the FDIC should strengthen its monitoring to ensure that personnd that QSS billsto the FDIC are
present on the days billed.

QSS' s GSA contract incorporates a clause from Federal Acquisition Regulation 52.246-6 regarding
ingpection of services. This dause says the government has the right to ingpect and test dl services
performed under the MAS contract to the extent practical at al places and times. To determine
whether personnel are present and working on the contract and QSS is properly charging the contract,
the FDIC could benefit from performing periodic unannounced inspections of personnd performing
services both onrste and off-site.

CONCLUSIONSAND RECOMMENDATIONS

Of the $21,906,974 in QSS hillings that we reviewed, we questioned $2,305,507. Specificaly, we
questioned $1,898,778 for employees not meeting minimum qudifications, $213,832 for
reclassfications of time charges between contracts, $87,693 for administrative costs, $30,130 for
subcontractor markups, and $75,074 for cellular telephone and pager charges. In addition, we
identified other matters including QSS s best customer rate certification to the GSA, proposed versus
actud labor mix, and off-gite labor rates and the FDIC' s monitoring of QSS s employees working in the
FDIC sfacilities. Accordingly, we recommend that the Director, Divison of Administration, take the
following actions.

(1) Disallow $2,230,433 (questioned cost) that QSS billed asimproper labor charges.
(2) Disdlow $75,074 (questioned cost) that QSS billed for cellular telephones and pagers.

(3) Review QSS s hillings submitted after October 1999 and disallow inappropriate labor
charges and other direct codts.

(4) Coordinate with the GSA on $2,305,660 in potentid cost recoveries resulting from QSS's
inaccurate and incompl ete disclosures to the GSA regarding its best customer rates.
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(5) Monitor QSS s labor mix hillings to ensure that excessve hours are not billed in the higher
labor rate categories for current and future contracts.

(6) Modify the hourly rates on the desktop support contract (9801148NRM) to ensure that
off-dite labor rates do not exceed the maximum rates dlowed under the GSA’sMAS
contract.

(7) Require FDIC representatives to perform periodic unannounced inspections to determine
whether contractor and subcontractor personne are present and working on FDIC tasks and
QSSis charging their time to the proper contracts.

CORPORATION COMMENTSAND OIG EVALUATION

On November 7, 2000, the Director, Divison of Adminigtration (DOA), provided a written response to
adraft of thisreport. The Director’s response agreed with the recommendations and provided the
requisites for a management decision on each of the seven recommendations. We did not summarize
the Director’ s response because the actions planned or completed are the same as those recommended.
Appendix |1 to this report presents the Director’ s response. On October 24, 2000, DIRM’s Chief,
Internd Review, responded that since the report contained no DIRM recommendations, the divison
had no commentsto offer.

Appendix [11 presents management’ s proposed actions on our recommendations and shows that thereis

amanagement decision for each recommendation in this report. Based on the audit work, the OIG will
report questioned costs of $2,305,507 its Semiannual Report to the Congress.
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Questioned Costs By Contract

APPENDIX |

Category 9700800PJT | 9700929NS2 | 9800058NL H | 9800292CJT | 9800325CJ8 |9801148NRM Totals
Minimum qudifications $ 858,981 $203,494 $142,709 $273,506 $329,792 $90,296 $1,898,778
Reclassfications 126,265 96,115 (69,352) 43,979 16,825 0 213,832
Subcontract markups 0 17,100 0 7,486 5,544 0 30,130
Adminigrative 45,977 41,716 0 0 0 0 87,693
L abor costs subtotal $1,031,223 $358,425 $ 73,357 $324,971 $352,161 $90,296 $2,230,433
Other direct 49,226 25,848 0 0 0 0 75,074
Totals $1,080,449 $384,273 $ 73,357 $324,971 $352,161 $90,296 $2,305,507

Source: OIG analysis of the FDIC' s contracts with QSS and QSS' s invoices and supporting documentation.
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APPENDIX 11

FDIC

Federal Deposit Insurance Corporation
550 17th Street, NW, Washington, DC 20429 Division of Administration

November 7, 2000

TO: Sharon M. Smith
Assgtant Inspector General

FROM: Arleas Upton Kea [Electronicaly produced verson; origind sgned by
Joyce Y amasaki]

Director, Divison of Administration

SUBJECT: Management Response to Draft Report: Audit of the QSS Group's
Billings to the FDIC for |nformation Technology Services

The Divison of Adminigration (DOA) has completed its review of the referenced Office of Inspector
Generd (OIG) draft report. The OIG identified five audit findings and made seven recommendations,
two involving $2,305,507 in questioned cogts.

Recommendations 1, 2, 3, 4, and 6 will require additiona corrective actions by the Acquisition and
Corporate Services Branch (ACSB). Our plan to address the recommendations is summarized in
Exhibit A with expected completion dates and the documentation that will confirm completion of the
corrective actions. Based on the M anagement Response, this also serves as a statement of
certification that ACSB has completed necessary corrective action for recommendation
numbers5and 7.

MANAGEMENT DECISION

OIG FINDING #1: QSSBilled Improper or Unauthorized Charges Not Allowable Under the
Contract

Ol G Recommendation #1: Disdlow $2,230,433 (questioned cost) that QSS billed as
Improper labor charges.

Management Response:  We agree with the recommendation. DOA will disalow and
pursue recovery of amounts that cannot be adequately supported by the contractor. We estimate fina
resolution of this recommendation by January 31, 2001.

OIG Recommendation #2:  Disdlow $75,074 (questioned cost) that QSS billed for cellular
telephones and pagers.

Management Response:  We agree with the recommendation; and we will disdlow and
pursue recovery of these amounts if they were not properly authorized and cannot be supported by the
contractor. We estimate final resolution by January 31, 2001.

OIG Recommendation #3:  Review QSS s hillings submitted after October 1999 and
disallow inappropriate labor charges and other direct costs.
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M anagement Response: We agree with the recommendation. Since the OIG audit
covered QSS hillings through October 1999, there was about $2.8 million in contract authorizations that
may have been spent after that date that were not audited. Once we have completed corrective action
for recommendations 1 and 2, we will decide the extent of the review necessary to ensure the propriety
of contractor charges that were not covered by your audit. We estimate completion of this follow-up
action by April 10, 2001.

OIG FINDING #2: QSS Reported to GSA Inaccurate and Incomplete Labor Rate Data
Used to Calculate the Best Customer Rate

Ol G Recommendation #4:  Coordinate with the GSA on $2,305,660 in potential cost
recoveries resulting from QSS s inaccurate and incomplete
disclosuresto the GSA regarding its best customer rates.

Management Response:  We agree with the recommendation. We were informed that
the GSA Ingpector Generd plansto investigate thisissue. We will contact GSA and request that we be
advised of the outcome of that investigation. In the meantime, we will monitor progress of thisissue;
and when GSA reportsits findings, ACSB will take appropriate action. We expect to send arequest to
GSA and assign thisissue to our Quality Assurance Unit by December 15, 2000.

OIG FINDING #3: QSSBilled More HoursAt Higher-Rate Labor Categoriesand Fewer
Hours At Lower Rates Than Specified In Its Contract Proposals

Ol G Recommendation #5:  Monitor QSS s labor mix billings to ensure that excessive hours
are not billed in the higher Iabor rate categories for current and
future contracts.

M anagement Response: Section 7.G.1.c. of the FDIC Acquisition Policy Manua
charges the OM with the respongbility to ensure that contractor resources are used at proposed levels.
To reconcile this difference and more generaly, to improve OM conformance with our policies, ACSB
conducted atraining class on September 20, 2000, for dl OMsin the Divison of Information
Resources Management (DIRM) to address audit issuesraised in severd recent audits of DIRM
contracts. The training addressed this recommendation; and OMs are required to notify the Contracting
Officer by email, of any wide variances between proposed and actua use of labor resources. A copy
of the training modules was given to dl the OMsin DIRM.

In addition to the formal training, the Acquisition Section recently distributed a laminated notebook
insert summarizing OM responsibilitiesin APM Sec. 7.B. Thisisintended to be used as a quick
reference. Thisresponse serves as a statement of certification that ACSB has completed the
necessary corrective action for recommendation #5.

OIG FINDING #4: QSSDid Not Have GSA Approval For Off-Site RatesOn One Of Its
Contracts; and FDIC Negotiated Some Off-Site Rates That Exceeded
The Maximum Rate Allowed in the Contractor’'s MAS Contract With
GSA
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OIG Recommendation #6: Modify the hourly rates on the desktop support contract
(98-01148-N-RM) to ensure that off-gite labor rates do not
exceed the maximum rates alowed under the GSA’s MAS
contract.

M anagement Response: In the contract cited in the OIG report, while working out price
schedules with the contractor, ACSB may have inadvertently agreed to labor rates that exceeded the
maximum alowed by GSA. We will review that contract, and will make necessary modifications to
comply with GSA’s MAS contract. We estimate completion of corrective action by January 31, 2001.

OIG FINDING #5: QSSBilled For Employees and Subcontractors on Days That
Attendance Recor ds I ndicate Those Personnel Were Not Present.

OIG Recommendation #7:  Require FDIC representatives to perform periodic
unannounced ingpections to determine whether contractor and
subcontractor personnd are present and working on FDIC
tasks and QSS s charging their time to the proper contracts.

Management Response:  Sections 7.B.1. and 7.G.3. of the APM cover use of the Site
vigt by the Contract Oversight Manager (OM) to monitor contractor performance, and more
specificdly, to compare schedules to actua performance, and ensure that employees working on a
contract are assigned to appropriate tasks. The ACSB training course conducted September 20,
reinforced the importance of verifying contractor attendance, and being aert to the possibility of cost
shifting between contracts. ACSB aso emphasized the potentia |oss to the Corporation by highlighting
the total questioned cost identified by the OIG for each audit issue. A copy of the training modules was
digributedto dl OMsin DIRM. Thisresponse serves as a statement of certification that ACSB
has completed the necessary corrective action for recommendation #7.

If you have any questions regarding this response, you may cal Richard Johnson, DOA Financid
Review Group, at (202) 942-3191 or Andrew Nickle, DOA Audit Liaison, at 942-3190.

CC: Mike Rubino
Deborah Relly
Janet Roberson
Harry Baker
Howard Furner
Tom Harris
Richard Johnson
Andrew Nickle
Rack Campbd|
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CATMIDI T A

DIVISION OF ADMINISTRATION
SUMMARY OF MANAGEMENT DECISION

EXPECTED DOCUMENT
NO. FINDING DESCRIPTION QUESTIONED AMOUNT DESCRIPTION OF CORRECTIVE ACTION COMPLETION VERIFYING
COST DISALLOWED DATE COMPLETION
1 Contractor billed improper
or unauthorized charges . -
that were not allowable Management agreed vggth thefinding and
under the contract. recommenaations.
a. Labor charges:
(1) Employee
qualifications did
not justify rates billed. $1,898,778 $1,898,778
(2) Inappropriate
reclassification of |abor
costs between 213,832 213,832
contracts.
(3) Unallowable
administrative |abor 87,693 87,693
charges.
E;l;rildb(;o:;acto:ov od 30130 30130 Recommendation #1: DOA will take recovery
P app ) actionsfor all amounts that the contractor is
b. Other unallowable costs: unable to adequately support ($2,230,433). 01/31/01 T
Unauthorized cellular 75,074 75,074 Decision
telephones and pagers. Recommendation #2. DOA will take recovery Memorandum
actions for all amounts that the contractor is Or
unable to adequately support ($75,074). 01/31/01 Demand
L etter
Recommendation #3: Wewill review additional L
contractor invoices submitted after October Decision
1999. The extent of that review will depend on
the outcome of the other disallowed amounts. 04/10/01 M emo;andum
Working Papers
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EXHIBIT A

(Con't)

SUMMARY OF MANAGEMENT DECISI ON

QUESTIONED AMOUNT DESCRIPTION OF CORRECTIVE ACTION EXPECTED DOCUMENT
NO. FINDING DESCRIPTION CcosT DISALLOWED COMPLETION VERIFYING
DATE COMPLETION
2 Contractor did not report Management agreed with the finding and
accurate, completeinformation -0 -0- | recommendation.
to GSA resulting in an
inaccurate calculation of Best Recommendation #4: We will coordinate with the 12/15/00 Correspondence
Customer Rate. GSA and OIG to ensure that we are informed when a to GSA
final determination is made of how much FDIC was and
overcharged due to inaccurate contractor data. OIG
3 Actua labor mix resulted in -0- -0- | Management agreed with the recommendation.
significantly more hours
charged for higher labor Recommendation #5. ACSB conducted training for all Training
categoriesthan originally DIRM Oversight Managers covering their Completed syllabus;
proposed by the contractor. responsibilities regarding labor mix; and a Oversight OM quick
Manager quick reference guide was al so distributed reference guide
toall APM recipients.
4 Contractor did not have GSA -0 -0- | Management agreed with the finding and
approval for off-site ratesfor recommendation. Decision
one FDIC contract; and some Memorandum
off-site rates agreed to by FDIC Recommendation #6. We will review the contract 01/31/01 /
exceeded the maximum rate identified in the audit report, and make necessary Contract
allowed under the GSA modifications to comply with the GSA MAS contract. Modification
contract.
5 The contractor billed for -0 -0- | Management agreed with the finding and
individuals on days that recommendation.
attendance records indicate
those personnel were not Recommendation #7. The ACSB training course Completed Training
present. conducted in September 2000 reiterated to OMs, the syllabus
importance of verifying contractor attendance and the
shifting of costs between contracts.
Totals $2,305,507 $2,305,507
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APPENDIX 11
MANAGEMENT RESPONSES TO RECOMMENDATIONS

The Inspector General Act of 1978, as amended, requires the OIG to report on the status of management decisions on its recommendations in its semiannual reports
to the Congress. To consider the FDIC’ s responses as management decisions in accordance with the act and related guidance, several conditions are necessary.
First, the response must describe for each recommendation

. the specific corrective actions already taken, if applicable;
. corrective actions to be taken together with the expected completion dates for their implementation; and
. documentation that will confirm completion of corrective actions.

If any recommendation identifies specific monetary benefits, FDIC management must state the amount agreed or disagreed with and the reasons for any
disagreement. In the case of questioned costs, the amount that the FDIC plans to disallow must be included in management’ s response.

If management does not agree that it should implement a recommendation, it must describe why it does not consider the recommendation valid.

Second, the OIG must determine that management’ s descriptions of (1) the course of action already taken or proposed and (2) the documentation confirming
completion of corrective actions are responsive to its recommendations.

This table presents management’ s responses on recommendations in our report and the status of management decisions. The OIG based the information for
management decisions on management's written response to our report.

Expected | Documentation That M anagement
Rec. Completion| Will Confirm Final Monetary Decision:
Number Corrective Action: Taken or Planned / Status Date Action Benefits Yesor No
1 The Director, DOA, agreed with the recommendation and 01/31/01 |Decison memorandum | $2,230,433 Yes
stated that DOA will disallow and pursue recovery of or demand |etter. disdlowed
amounts that the contractor cannot adequately support. cost
2 The Director, DOA, agreed with the recommendation and 01/31/01 |Decision memorandum $75,074 Yes
stated that DOA will disallow and pursue recovery of or demand |etter. disalowed
amounts that the contractor cannot adequately support. cost
3 The Director, DOA, agreed with the recommendation. The 04/10/01 | Decison memorandum Unknown Yes
Director stated that after completing corrective actions for or demand |etter.
recommendations 1 and 2, DOA would review the contractor
charges submitted after October 1999, which our audit did not
cover, to ensure the propriety of those charges.
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Expected | Documentation That M anagement
Rec. Completion| Will Confirm Final Monetary Decision:
Number Corrective Action: Taken or Planned / Status Date Action Benefits Yesor No
4 The Director, DOA, agreed with the recommendation and 12/15/00 | Correspondence to the Unknown Yes
stated that DOA will monitor the progress of the GSA GSA.
Inspector Genera’ s review and take appropriate action when
the GSA reportsiits findings.
5 The Director, DOA, agreed with the recommendation and Completed | Training syllabus and Unknown Yes
stated that DOA conducted a training class on September 20, oversight manager quick
2000, for al DIRM oversight managers. The Director stated reference guide.
that the training addressed this recommendation by instructing
oversight managers to notify the contracting officer of any
wide variances between proposed and actual labor usage.
The Director added that DOA also distributed a quick
reference guide summarizing oversight manager
responsibilities.
6 The Director, DOA, agreed with the recommendation and 01/31/01 |Decison memorandum Unknown Yes
stated that DOA would review the contract and make or contract modification.
necessary changes to comply with the maximum rates
allowed under the GSA’s MAS contract.
7 The Director, DOA, agreed with the recommendation and Completed | Training syllabus. Unknown Yes

stated that the September 20, 2000, DOA training course
instructed oversight managers on the importance of verifying
contractor attendance and being aert to cost shifting between
contracts.
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July 16, 2001

Mr. Russell Rau

Assistant Inspector General for Audit
Federal Deposit Insurance Corporation
801-17th Street, N.W., Room 1057
Washington, DC 20434

Dear Mr. Rau:

Thisletter is submitted in response to the recent discussions
between your office and Keith L. Baker, Esg. of thisfirmconcerning our
client, QSS Group, Incorporated. The discussionswith Mr. Baker related
to an FDIC Office of Inspector General (OIG) audit of QSS hillingsto
FDIC forinformation technology services. The audit report was issued
on November 14, 2001 and was thereafter posted on the OIG website.
Mr. Baker has expressed the concerns of our client
concerning the impact of the posting and pursuant to these discussions,
your office has agreed to permit QSS to post its response to the audit
report. We appreciate this opportunity and we request that this letter be
posted as a notice to the viewers of the OIG website. Thisletter should
be combined with the audit report sothat viewers will be aware that QSS
hasfiled arebuttal. Inthe alternative, the audit report should display a
link to the QSS rebuttal and any list of documents containing alink to the
audit report should also include on the same line aslink to the QSS
rebuttal.

Asyou know, QSS filed a substantive rebuttal to the audit report,
which rebuttal was not included in any fashion in the report. We have
previously requested a meeting with the Contracting Officer to address
the report and to further explain the contents of our rebuttal but
that meeting has yet to be scheduled by FDIC. Itisour view that until

The auditee was the FDIC. The OIG obtained FDIC
management comments and included them in the
final report. FDIC officialsagreed with the OIG
findings regarding questioned costs and
recommendations. The OIG reviewed a similar

the FDIC Contracting Officer has evaluated the QSS rebuttal and/or has |[March 2000 letter from QSS and requested evidence

otherwise taken action on the audit report, NO CONCLUSIONS MAY BE
DRAWN REGARDING THE MERITS OF ANY PARTICULAR

ISSUE RELATED TO THE REPORT AND CERTAINLY NO ADVERSE
DETERMINATIONS OR ASSUMPTIONS MAY BE DRAWN related to

from them to support comments made in their |etter.
QSS did not provide any evidence that altered the
Ol G’ s findings and recommendations.

audit findings. Thisis
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especially important because in our rebuttal we specifically challenged the OIG's finding which
finding questioned direct labor costs totaling $2,230,433. |n this connection, the audit report
and the QSS rebuttal addressed five issues that make up the questioned amount, which are:

[EEN

. Employee qualifications did not justify rates billed;

. Inappropriate reclassification of labor costs among contracts,
. Unallowable administrative labor charges;

. Subcontractor markups not approved; and

. Unallowable Other Direct Costs.

In our rebuttal we advised the OIG audit office that it was our position that the conclusionsin
the final audit report were without legal merit. Our rebuttal included the following specific
responses:

1. FDIC Specifically Approved the Assignment of Personnel to Labor Categories After Review
of the Employee's Resumes

The OIG audit report states that the auditors identified 42 QSS and subcontractor
personnel that did not meet the FDIC'smnimumqualifications for their labor categories.

FDIC has allowed its Oversight Managers to authorize staffing decisions on their
various Delivery Orders. Each of the staffing decisions challenged by the OIG audit was an
appropriate staffing decision made by the FDIC Oversight Manager to respond to his or her
immediate operational needs. The FDIC Oversight Managers either have confirmed or would
confirm, if asked, that in virtually all of the 42 staffing decisions challenged by the audit, the
Oversight Manager reviewed and approved QSS-submitted resumes prior to assignment of the
individuals to the various Delivery Orders. The FDIC Oversight Managers possessed the
authority to make staffing decisions on behalf of FDIC and such authority was exercised by the
Oversight Managers in ajudicious manner, exercising their best business judgement given the
operational exigencies on their various projects.

QSS Managers have documented that it was the custom and practice under each of
the FDIC contracts to present the resumes of the proposed staff to the FDIC Oversight
Manager for review and acceptance prior to assigning the individual to the proposed labor
category. Theindividuals whose qualifications are now questioned by the auditors were
approved for the questioned assignments by an FDIC Oversight Manager. The approval
process specifically included submission of the relevant resume to the Oversight Manager for
review prior to the

FDIC s Acquisition Policy
Manual dated November 15,
1996, section 7.B.1.h. gave
responsibility to the FDIC
oversight manager (OM) to
monitor contractor’s
assignment of key personnel
in relation to qualifications as
required by the contract and
the contractor’ s proposal .
However, section 7.B.1.i.
stated “ The Oversight
[Manager is prohibited from
performing the following
functions: (1) Soliciting
proposals or approving
changes to the contract; (2)
[Modifying the contract terms
and conditiions; (3) approving
changesin cost, schedule,
delivery, quality or other
terms and conditions affecting
the contract; (4) Rendering a
decision on any contractual
dispute or expressing an
opinion to the contractor....”
Section 7.B.2.a. also says “ A
warranted Contracting Officer
isthe only person who may
enter into a contract or
change a contractual
commitment on behal f of
FDIC...” FDIC'sAcquisition
Policy Manual, Section
7.B.1.b. saysthat FDIC will
provide the contractor with a
L etter of Oversight Manager
Confirmation detailing the
oversight manager’ s authority
and responsibilities. The

L etter of Oversight Manager
Confirmation reiterates the
functions prohibited by the
OM. Accordingly, OMs could
not make staffing decisions
that waived the minimum
qualification requirementsin
the contracts.
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assignment.

FDIC procedures support that the Oversight Managers were properly exercising the
authority of their positions. For example, DIRM Directive 3700, dated August 31, 1994,
explicitly confers upon the Project Managers (Oversight Managers) the responsibility for
determining whether or not the qualifications of the workers under the contract are
commensurate with the rates charged. While adistinction is made for "Key Personnel”, the
FDIC Oversight Management Training syllabus (Module 5, 5-6, 5-7, January 24, 1997) instructs
the Oversight Manager that it is the Oversight Manager's responsibility to assess the
qualifications of the non-key staff, bringing to the Contracting Officer only those situations
that involve deviations relating to "Key Personnel." In addition, FDIC has conferred upon the
Oversight Manager the responsibility for inspecting, accepting and rejecting the work
delivered (in this case the hours by labor category) of the contractor (FDIC Acquisition
Manual 7.B.1.h.(I)(b) and (6). In this connection, the FDIC Oversight Management Training
(Module 5, 5-2, January 24, 1997) instructs the OM that he or she "is the only person qualified
to determine the technical acceptability of performance on contracts” and it isthe Oversight
Manager who "isthe most qualified to assess if the Contractor's performance istechnically
acceptable and meets the technical requirements of the SOW." 1d.

It has been the long standing practice of the FDIC to allow the Oversight Managers to
acccept or to reject contractor proposed staff changes so 1ong as the changes do not include
key personnel changes. Moreover, theintent of the FDIC to allow its experienced Oversight
managers to approve or to disapprove the assignment of non-key personnel to their respective
contracts seems fairly clear. If there remained any doubt regarding such authority it appearsto
have been removed by Delivery Order # 99-00599-C-JT (March 6, 2000). The second paragraph
of Clause 7.2 thereof restates the practice/policy of the FDIC that the Oversight Manager has
the authority "to approve [or disapprove] any non-key personnel proposed to work under the
delivery order." Thus, the most recent delivery order simply restates, within the context of the
Delivery Order, the long-standing practice of the FDIC to allow its Oversight Managers the
flexibility to determine the appropriate qualifications for the labor categories on an order-by-
order basis.

Thereisno DIRM Directive
3700. However, FDIC form
3700/22 is the letter of
oversight manager
confirmation dated August
1996 which we believe QSSis
referring to. Welisted the
prohibited functions by the
OM earlier in thisresponse as
it specifically prohibitsthe
oversight managers from
approving changesin cost,
schedule, delivery, quality or
other terms and conditions
affecting the contract.
Oversight managers do not
have the authority to alter
contract terms by accepting
contractor personnel that do
not meet minimum
qualifications. QSS has
provided nothing to support
that oversight managers
approved non-key personnel
staff.

The contractor’s comment
about Section 7.2 of the
delivery order left out some
key information. This section
more precisely says that the
OM reserves the right to
approve all personnel. More

To the extent that the auditors take exception to the long-standing FDIC practice, they [importantly, this section also

should recommend a prospective change in FDIC policy. Such achange would then occur
only if FDIC management determines that it would be detrimental to efficient administration of
the contract to continue to allow its experienced Oversight Managersthe authority to assess
the qualifications of the proposed non-key staff. If such apolicy change were made, it would
have prospective effect and should not retroactively affect the allowability of costson
contracts awarded and administered based upon the delegation of authority to the Oversight
Managers.

Notwithstanding the fact that the Oversight Managers' approvals of the submitted
resumes were proper and the acceptance of the work by these Oversight Managers binds the
government

states (in bold print) “The
review of any resumes or
approval of personnel by the
FDIC shall not affect, alter
or limit Contractor’s
obligations in any way.”
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to acceptance of the deliverables (essentially labor hours), we note that of theindividuals

identified by the FDIC auditors as not possessing all of the qualifications for the labor category
to which they were assigned under the contract:

1. Eight individuals whose resumes were included in an offer, which resumes
were evaluated and accepted as part of QSS' offer and thus made a part of the
subsequent contract between QSS and FDIC;

2. Twenty individuals whose qualifications could be found to meet the labor
categoriesto which they were assigned based on credits given for education
and certifications; and

3. Fourteen othersthat did not fit into any of the foregoing categories but
whose resumes were submitted to and approved by the FDIC Oversight
Managers.

We note that the qualification requirements of the contract are subject to more than one
reasonabl e interpretation and are thus ambiguous. It appears that the auditors have, in some
cases, applied amore stringent interpretation of the contract qualifications than that which was
adopted by QSS and the FDIC Oversight Managers. Inthisregard, the government is entitled
only to the minimum performance described in the contract. In the case of ambiguous contract
provisions, QSSis entitled to its reasonabl e interpretation of those ambiguous provisions and
the government will not now be allowed to take undue advantage based on the ambiguities of
its own contract.

QSS submitted resumes to the Oversight Managers seeking approval for the assignment
of The personnel that have been questioned by the FDIC auditors. Oversight Managers
approved the Assignment of proposed QSS staff members. The Oversight Managers had the
authority to Approve those assignments, at least with respect to the non-key personnel.
Because there were Few "Key Personnel” identified by the auditors, we have not focused on
these except to note that In most cases the "Key Personnel" wereincluded in proposals that
were evaluated and accepted By FDIC as part, of a negotiated contract (Delivery Order).

Notwithstanding the foregoing, your audit illustrates areas of concern and potential
Confusion relative to the administration of the FDIC Delivery Orders. Y our audit has caused us
to Review our existing contract administration procedures and that review will result in further
Improvements to contract administration oversight. For example, we are instituting procedures
That will consolidate contract compliance review at our Headquarters which will cause usto
more Closely monitor contract/operational compliance. Furthermore, based on your
recommendations, Our project managerswill, in al future QSS-FDIC personnel assignment
situations, seek written Approvals of the Oversight Managers for each material change. We
believe that these two Changes will be beneficial to QSS by further improving its oversight of
contract administration and Contract compliance in the performance of each new Delivery
Order.

QSS submitted four exhibits
providing detail to support its
rebuttal of the OIG audit. A
discussion follows for the
exhibits detailing the 3
scenarios QSS discussed in
this letter.

1. When personnel were
charged to various QSS
contracts with different
contracting officers and/or
oversight managers,
submission of aresume for
one contract does not
constitute disclosure of the
QSS personnel’s
qualifications on other
contracts. QSS submitted
resumes for all contracts
charged for 1 out of 8 people.
Resumes were submitted for 1
but not all contracts for 4 of
the people. Resumes were not
submitted for any of the
multiple contracts 2 people
charged. QSSlisted 1 person
for which the OIG did not
question any costs using
FDIC requirements.

2. QSS submitted alist of 22
people that QSS says qualify
based on recal culation of
minimum certifications,
education, and experience.
\Where an employee
possessed both a bachelor’s
degree and a certification,
QSS used the certification to
meet the minimum education
requirement and the education
was added to the years of
experience. QSS's contracts
with FDIC allowed
substitution of experience for
education, but the contracts
did not provide for
substitution of education for
experience. Accordingly,
QSS’ s methodology is not
contractually sound. Also,
the OIG asked QSSto provide
its recalculations, but QSS did
not provide the data.

3. Oversight managers did
not have authority to approve
14 employeesto work at a
higher labor category. Also,
QSS did not submit evidence

of such approval.
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2. Costs Were Reclassified to Contracts That Were Awarded for the Specific Purpose of
Providing a Direct Contact Coverage for the Type of Work Actually Performed

The second issue relates to the reclassification of labor costs among two FDIC
Subcontracts and six FDIC Delivery Orders that were issued under the GSA Schedule contract.

Relative to the "reclassification of labor costs,” QSS was amajor subcontractor under
the Pulsar and ANSTEC subcontracts. When the GSA Schedule contract was awarded to QSS,

FDIC began issuing Delivery Orders under the GSA Schedule contract. QSS labor was moved
from the Pulsar and ANSTEC subcontracts to two FDIC Delivery orders as funding became
available and as directed by FDIC. QSS also followed FDIC direction in connection with the
assignment of labor from one delivery order to another. In many cases the work, and therefore
the labor requirements, was essentially fungible. For example, the NT Migration Delivery Order
(9700929NS2), the EAD Ddlivery Order (9800058NLH) and the LAN Administration Delivery
Order (9700800CJT) al included requirements rel ating to the changeover from the Banyan Vines
Network Operating System to the Windows NT Network Operating System (NOS). Inthis
connection, the NT Migration delivery order implemented the changeover from Banyan to
Windows NOS, including planning, modification, and installation. Whilethe EAD delivery
order was primarily a PC support contract, it also included the requirement to support the
implementation of the new Windows NOS. Finally, and significantly, the LAN Administration
delivery order, which began only one month after the NT Migration contract, included
migration support as a contractor (QSS) support requirement. In point of fact, the delivery
orders appear to have been designed by FDIC to permit the flexibility associated with the
transfer of labor from one delivery order to the next without interruption of vital support and it
does not appear from our review that there was any impropriety associated with the practice.

A secondary, but neverthelessimportant issue is the manner in which the
reclassification was documented. Previously, it wasQSS's policy not to require annotations on
the time sheets after the time sheets were submitted. Although the reclassifications were
properly made, this audit has caused QSS to review its time sheet and timekeeping oversight
procedures. Additional instruction for the employees and some QSS managersis warranted
and additional oversight is required of QSS management to ensure appropriate compliance.

In addition to the foregoing, we believe that the auditor made an error in the calculation

of the cost impact of the transfer of labor charges between several contracts and subcontracts.

Except for $4,800, all of the questioned transferswere from an FDIC subcontract or contract to
another FDIC contract.

Our rebuttal also noted that the audit erroneously questioned $209,032 in direct labor
chargesrelated to the reclassification of the job number assigned. The error in the calculation
of the questioned amount can be seen at Tab D of our rebuttal. Thetrue net effect of these
direct labor transfersis $7,528, and the FDIC's own calculations at Tab E of the audit report
show this.

QSS did not submit evidence
that FDIC directed it to move
|abor charges from one
contract to another.

We disagree that QSS's
policies did not require
annotations on time sheets
after they were submitted.
QSS' s Human Resour ces
IAdministrative Procedures,
Timesheet Completion
Procedures, said “Any
corrections to the timesheet
must be made in ink and
initialed by the employee
making the correction(s) and
his/her immediate supervisor.
Using white-out or

obliteration is not acceptable.

| The proper method for
correctionsisto draw aline
through the incorrect
information, initial the
correction and then use the
next available line to make the
correction. You must include
a brief explanation for all
corrections in the space
provided on the timesheet.”
Changes to the timesheets
were not always initialed and
explanations were not
provided as required.

\We disagree that the report
had an error. QSSwas a
subcontractor on the Pulsar
and ANSTEC prime contracts
with FDIC. Therefore, FDIC
did not have any contractual
relationship with QSS for
these contracts. Accordingly,
thereis no basisfor the OIG
to give QSS credit for charges
related to its subcontracts
with Pulsar and ANSTEC.
QSS could attempt to recover
these charges from the prime

contractors.
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Thisamount is arrived at by taking the difference between the $560,327 transferred out of the
various tasks, and $567,855 transferred in. In arriving at the "overcharge,” the auditor has
mistakenly failed to include the transfers from the ANSTEC and Pulsar subcontracts. These
transferstotaled $206,304. Whileit istrue that these transfersresulted in anet increasein
chargesto QSS prime contractsto FDIC, the FDIC failsto consider the decrease in chargesto
FDIC under the two subcontracts. Assuming aminimal markup of 5%, the transfersactually
saved the FDIC approximately $10,000 in subcontractor markup costs.

3. Unallowable Administrative Labor Charges

The audit report questioned the direct labor costs associated with one employee who
performed functions which, according to the auditor's findings, were administrative in nature
and therefore already included in the QSS Indirect Rate structure.

The contract states that FDIC shall compensate QSS for actual productive hours worked
and that the contract ratesinclude any "general and administrative expenses." The audit report
asserts that because the one employee performed duties that were primarily administrative, the
employee's time should not have been charged as adirect cost. The audit report does not
mention the fact that the employee was located on-site at the FDIC project site and performed
actual productive hoursfor that project. Federal Acquisition Regulation (FAR) 31.202 defines &
"direct cost" as"any cost that can be identified specifically with aparticular final cost
objective." In this case, the employee's labor could be identified specifically with the FDIC
project and thus the cost was a direct cost and not an indirect "general and administrative
expense.”

4. Subcontractors Were Approved by FDIC Oversight Managers

The audit report questions subcontractor markups where the auditors believed that QSS
had not obtained specific FDIC approval for the markups, even if QSS had specifically notified
FDIC of itsintent to use specifically-identified subcontractors. QSS received FDIC approval
for the use of subcontractors on the various delivery orders -- the Oversight Managersin each
case either directed the utilization of the subcontractor or approved the subcontractor's use.
Each such use was dictated by the operational needsto FDIC at agiventime. We also note
that the marked-up labor rates never exceeded the negotiated ratesin the FDIC delivery orders.

5. Unallowable Other Direct Costs

Finally, the audit report challenges the other direct costs for cell phones and pagers
which, according to the audit findings, were not properly authorized or if authorized were
unreasonable.

QSS charged these cell phones and pagers at the direction of the Oversight Managers. It
should also be noted that the billed costs for the pagers and cellular tel ephones were actual
costs. Thus

Aswe stated above, we did
not reduce questioned costs
for charges applicable to the
Pulsar and ANSTEC
subcontracts because the
FDIC did not have a
contractual relationship with
QSS on these contracts.

The OI G questioned the hours
billed by this employee based
on acareful review of his
performance appraisals, his
local travel reports, and his
time and attendance reports.
As mentioned in the report,
his performance appraisal
provided a detailed
description of his
administrative duties and
accomplishments but never
mentioned any specific work
asalL AN Analyst | at the
FDIC.

All of the seven delivery
ordersthe OIG reviewed
required QSS to get approval
for any subcontractors QSS
used. QSS used
subcontractors on four of the
seven. The OIG asked QSS
and FDIC for any evidence of
approval. Nonewas
provided. The OIG only
questioned part of the amount
of subcontractor costs that
exceeded the amount QSS
paid the subcontractors.
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the conclusion that the costs were unreasonable is not supportable. The fact that these
chargeswere to asingle delivery order simply reflects the fungible nature of the work among
the various FDIC delivery orders. The QSS project manager reports that periodic pager lists
were provided to FDIC. Nevertheless, asaresult of the audit, QSSisinstituting procedures
that will improve accounting for these types of items.

I'n conclusion, although the audit pointed out areas that need improvement in the way
QSS manages its contracts, the questioned costs are supportable. We have rebutted the
specific issuesin the audit report concerning labor charges. We are prepared to addressin
further detail these issues and any other issues raised in the audit report.

Sincerely,

J. Patrick McMahon [Electronically produced
version; original signed by J. Patrick
McMahon]

Special Counsel

cc. QSS

The contracts required that
other direct costs be
approved in advanceand in
writing. Neither QSS nor
FDIC was able to provide
evidence of approval. In
some cases the costs seemed
unreasonable. For example,
on its June 1998 invoice for
contract 9700929NS2, QSS
billed FDIC for 25 cell phones
and 38 pagers. At that time
only one QSS employee was
working on that contract.




